STATE OF WASHINGTON

OFFICE OF FINANCIAL MANAGEMENT

insurance Building, PO Box 43113 - Olympia, Washington 98504-3113 - {360} 902-0555

November 2, 2005

TO: The Honorable Margarita Prentice, Chair, Senate Ways and Means
Committee
The Honorable James Hargrove, Chair, Senate Human Services and
Corrections Committee
The Honorable Helen Sommers, Chair, House Appropriations Committee
The Honorable Ruth Kagi, Chair, House Children and Family Services
Committee

FROM: Carole L. Holland, Senior WorkFirst Coordinator, WorkFirst Performance
Team W
(‘/{w

SUBJECT: WAGE PROGRESSION AND WORKFIRST RETURNS REFORT

Section 207(1)a) of ESSB 6090 mandates a quarterly report on performance measures of
WorkFirst clients 12, 24, and 36 months after leaving the program. Those measures
include:

1) Median percentage increase in earnings and hourly wage;
2) Percentage with earnings above 100 and 200 percent of federal poverty guidelines;
3) A comparison group of similar workers who did not participate in WorkFirst, and
4) The percentage of WorkFirst returns,
if you have comments or questions about the Wage Progression and Returns report,
please contact me.
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ce: Victor Moore
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WorkFirst Wage Progression and Returns Report:
Through Fourth Quarter 2004

Introduction

Section 207(1)(a) of ESSB 5404 mandates a quarterly report on performance measures of WorkFirst
clients 12, 24, and 36 months after leaving the program. These measures are:
1. median percentage increase in earnings and hourly wage;
percentage with earnings above 100 and 200 percent of federal poverty guidelines;
a comparison group of similar workers who did not participate in WorkFirst, and
the percentage of WorkFirst returns.

o

Statutory Requirement

Section 207(1)(a) of ESSB 5404 requires the Department of Social and Health Services to do the

following:
Continue to implement WorkFirst program improvermnents that are designed to achieve
progress against outcome measures specified in RCW 74.08A.410. Valid outcome measures
of job retention and wage progression shall be developed and reported quarterly to
appropriate fiscal and policy committees of the legislature for families who leave assistance,
measured after 12 months, 24 months, and 36 months. An increased attention to job
retention and wage progression is necessary to emphasize the legislature’s goal that the
WorkFirst program succeed in helping recipients gain long-term economic independence
and not cycle on and off public assistance. The wage progression measure shall report the
median percentage increase in quartetly earnings and hourly wage after 12 months, 24
months, and 36 months. The wage progression report shall also report the percent with
earnings above one hundred percent and two hundred percent of the federal poverty level.
The report shall compare former WorkFirst participants with similar workers who did not
participate in WorkFirst. The department shall also report percentage of families who have
returned to temporary assistance for needy families after 12 months, 24 months, and 36
months.
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Performance Report

WorkFirst Exiters. For all tables n this report, the “exiters” column refers to WorkFurst exiters,

and “comparison” refess to the comparison group described below. Exiters are defined as TANF

clients who:

. received a TANF grant in July, August, September of the cohort year {for example, for the Q4
2001 cohort, July, August, September 2001), and

. did not receive a TANF grant in either October, November, or December of 2001.

The exiters columns and the comparison group columns include figures for three different cohorts,

from the fourth quarters of 2001, 2002 and 2003. Numbers in the same column therefore may not

be compared for quarterly or yearly changes.

For both the exiters and the comparison group, only individuals with earnings reported to the
unemployment insurance system (by their employers) are included. Wage and earnings are not
available for individuals without reported earnings.

Comparison Group. The ideal comparison group for WorkFirst recipients would be a sample of
poor families, identical in all respects to WorkFirst recipients, exapt that they did ot recaie TANF
granss. Tt is unlikely that such an ideal comparison group of poor families can be clearly identified.
WorkFirst clients, viewed as a statistical population, are different from other state residents in many
ways not captured by state data. In terms of their labor market characteristics, WorkFirst recipients
have less work experience and lower educational attainment than the general state population.
WorkFirst recipients also face other difficulties, such as high rates of physical abuse (47%), sexual
abuse (32%), and work-limiting physical, emotional or mental conditions (36%). In addition,
WorkFirst recipients are overwhelmingly female, and are much less likely to be married than women
in the general state population. See Charthook, The WorkFirst Study, 2001

(hutpy/ /www. WorkFirst.wa.gov/about/ WESChartBoolepdf).

The comparison group for WorkFirst exiters used in this report, while less than ideal, is built upon a

reasonable set of assumptions. It is based on the hypothesis that low-wage workers in comparable

industry groups are similar in their labor market behavior. Because most WorkFirst clients tend to

work in certain industries, the following methods were used to simulate the economic characteristics

of WorkFirst exiters:

. Fromthe WokFint Study of 3000 Washington Farilies (WFS), employment industries reported by
survey respondents were coded into Standard Industry Code (SIC) classifications, according to
E mployment and Payrolls in Washington State by County and Industry (LME A, 1999).

. From the Unemployment Insurance employer and wage data (UI data), records were extracted
for all individuals in the state who worked in these SIC codes in the target quarters (2001 Q4,
2002 (4, and 2003 (4).
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« Total earnings for these identified individuals, in the WES S$1C codes and other industries, were
pulled from the Ul data for the target quarters.

o+ The bottom 50% of earners in each quarters’ data set were selected, as most likely to represent
an accurate comparison group for WorkFirst exiters.

«  Median wages for WorkFirst exiters and the comparison group were calculated to validate the
selections. For both groups, wages above $50/hour and below $5/hour were excluded, as they
were likely to represent employers’ reporting errors,

Table 1 lists the selected industries from which the comparison group was created. The Standard
Industry Code (SIC) 15 a four digit number. Two digit numbers are used in many cases to indicate a
group of SIC codes related to a broader industry group. For example, “08” (forestry) is a broad
definition of industries related to forest products. They include “0811” (timber tracts), “0831”
(forest products), and “0851” (forest services). For details of all two digit SIC codes in Table 1, see

E mployment and Payrolls 1n Washington State by County ard Industry (LMEA, 1999).

Table 1. SIC codes for selection of the comparison group

SIC Code Description
01-07  |Agriculiure
08 Forestry
09 FFishing
10-14  Mining

15-17  [Construction

20-39  Manufacturing

41-47  {Transi, transpertation, and warehousing
48 Communications
44 Eleclric, gas & sanilary services
50 Wholesale trade—durable goods
51 Wholesale trade--non-durable goods
52 Building materials and garden supply stores
53 General merchandise stores
54 Food stores
55 Auto dealers and gas stations
56 Apparel and accessory stores
57 Furniture and home furmishing stores
58 f-ating and drinking places
59 Miscellaneous retail

60-67 Finance, insurance, and real gsiate
70 Hotels and other lodging places
72 Perscnal services
73 Business services
75 Auto repair, services & parking
76 Miscellaneous repair
78 Motion piciure theaters, rental, elc.
79 Amusement and recreation services
20 Health services
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81 legal services
82 Educational services
23 Sociat services
84 Museums, art galleries, et al,
86 Membership organizations
87 Engineering, accounting, research, management, et al.
88 Private households
91.97  Public administration

Mean Hourly Wage Rates. The Employment Secunty Department (ESD) does not collect
workers” hourly wage information. While employers report both quarterly eamings and hours
worked to the Unemployment Insurance program, the hours data are incomplete or, in some cases,
maccurate. Hourly wage figures in this update were estimated as described below:

For both WorkFirst exiters and the comparison group, the selection of wage records followed the
rules of 1999 Washington Wage Report (hutps/ / www.wa.gov/esd/Imea/ sprepts/wagerpt/
wawagrpt.htm). The methodology used in The Washingion Wage Report was augmented as follows:

« About 10% of the wage records had missing hours. They were deleted from the dataset.

» Inthe wage record, an ‘hours worked’ variable exactly equal to 1000 indicates that room and
board was received with wages. Since these are not actual hours worked, these records were also
excluded from analysis.

»  Outliers have been excluded. For both WorkFirst exiters and the comparison group, wages
greater than $50/hour or less than $5/hour were excluded, since most of these were due to
employers” reporting errors. Tests proved that eliminating these records did not affect the
median wage or percentage change in quarterly earnings, although it did affect the means.

+  The hourly wage was obtained by dividing quarterly earnings by hours worked in the quarter.

Table 2. Median hourly wages for adult TANF exiters and comparison group

starting quarter after 12 months after 24 months after 36 months
Cohort Exiters Comp Exiters Comp Exiters Comp Exiters Comp
200104 | $8.08 3947 38.68 $10.34 $9.03 $10.96 $8.45 $11.83
200204 | $8.25 $9.76 $8.80 $10.54 $9.17 $11.28 n/a n/a
2003Q4 | $8.42 $9.98 $9.02 $10.93 n/a n/a n/a n/a

Median Percentage Increase in Earnings. Wage progression was measured as change in total
eamings over one, two or three years. Earnings are a more accurate reflection of true progression
than are wages, because they reflect both an individual’'s wage and any changes between part-and
full-time work. Table 3 shows nl, or inflation-adjusted, median quarterly earnings for exiters and
the companson group. Eamings progressions are expressed cumulatively in Table 4, indicating the
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change from the starting year’s earnings; in Table 5, non-cumulative changes reflect the progression
from the starting year’s earmngs.

Table 3. Quarterly earnings for adult TANF exiters and comparison group (starting quarter doliars}

starting quarter after 12 months after 24 months after 36 months
cohort Exiters Comparison Exiters Comparison Exiters Comparison Exiters Comparison
200104 | $2,506 52,823 $2,960 $3,791 $3,182 34,148 $3,428 $4.579
2002Q4 | $2,518 $3,028 $2,823 $3,048 $3,251 $4,446 nfa nia
2003Q4 | 32,494 $3,174 $3,193 34,251 nia n/a n/a n/a

Table 4. Cumulative change in quarterly eamings (starting quarter doltars)

after 12 months after 24 months after 36 months

cchort Exiters Comparison Exiters Comparison Exiters Comparison
2001Q4 18% 34% 27% 47% 37% 62%
2002Q4 16% 30% 29% 47% . n/a n/a
2003Q4 28% 34% n/a n/a nfa n/a

Table 5. Non-cumulative change in quarterly eamings (starting quarter dollars)

after 12 months after 24 months after 36 months
cohort Exiters Cornparison Exiters Comparison Exiters Comparison
2001Q4 18% 34% 7% 8% 8% 10%
2002Q4 16% 30% 11% 13% n/a n/a
2003Q4 28% 34% nfa nfa n/a n/a

Earnings and the Federal Poverty Guideline. This report uses the WorkFirst assistance unit to
estimate family size in determining the federal poverty guidelines for the WorkFirst group. Because
family size information for the comparison group is not availble, federal poverty guidelines for a
family of three is used, according to OFM estimate of the average family size for all housing in the
State of Washington (Dewloping Trends in Household Size for Use in Papulation E stimates, Research Brief

No. 10, OFM Population Unit, August 2000).

This performarnce measure understates the progress of WorkFirst exiters (and the comparison group
members) in leaving poverty. For WorkFirst families, as with non- WorkFirst families, one adult’s
earnings frequently comprise only a portion of the total household income. For example, while 57%
of the WorkFirst Study households reported eamnings, 42% also reported income from the Eamed
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Income Tax Credit (equal to up to one-third of annual eamings) and 28% reported income from
other sources.

Table 6 and Table 7 examine the WorkFirst exiters and comparison groups” eamings against the
tederal poverty guidelines. Table 6 measures the earnings against 100% of the federal poverty
guidelines. Table 7 measures eamnings agamnst 200% of the federal poverty guidelines. For a family of
three, the federal poverty guideline 1s currently $15,680/ vear.

Table 6. Earnings above 100% of the federat poverty guidelines

starting quarter after 12 months after 24 months after 36 months
cohort exiters comparison exiters comparison exiters comparison exiters comparison
200104 | 292% 37.2% 40.4% 51.7% 45.0% 56.6% 48.2% 61.8%
2002Q4 | 27.5% 39.0% 35.6% 52.8% 41.2% 59.1% n/a n/a
2003Q4 | 27.8% 40.6% 42.0% 58.1% n/a nla n/a n/a

Table 7. Eamings above 200% of the federal poverty guidslines

starting quarter after 12 months after 24 months after 36 months
cohort axiters comparison exiters comparison exiters comparison exiters comparison
2001Q4 3.8% 0.0% 7.4% 7.5% 9.9% 11.9% 12.1% 17.0%
200204 2.8% 0.0% 54% 7.8% 8.0% 13.4% nfa n/a
2003Q4 | 3.3% 0.0% B.6% 9.6% nfa n/a nfa n/a

WorkFirst Return Rate. Returned clients are defined as a client who received a TANF grant in
July, August, or September of the cohort year (2001, 2002, or 2003), did not receive a grant in
October, November, or December and then did receive a grant in the fourth quarter of the
following year, two years, or three vears later. For example, a client who received a grant in October
and November of 2001 and then not again unul March 2004 was considered a 24-month returner.

Table 8 shows the return rate of exiters in the fourth quarters of 2002, 2003, and 2004, which are 12,
24 and 36 months after leaving WorkFirst.

Table 8. WorkFirst retum rates

cohort 12 months 24 months 36 months
2001Q4 23.73% 11.30% 6.04%
2002Q4 23.22% 11.45% n/a
200304 23.68% nfa n/a
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